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The Honorable Russell B. Long 
ChaIrman, Commlttee on Finance 
United States Senate 

Dear Mr Chairman 

As requested by the Committee on Finance on April 13, 
1973, this 1s our report on expenditures for social services 
provided under titles I, X, XIV, and XVI and parts A and B 
of title IV of the Social Security Act The Federal Govern- 
ment pays $3 for every $1 States spend on these services 
These programs are admlnlstered at the Federal level by the 
Social and Rehabllltataon Service (SRS) of the Department of 
Health, Education, and Welfare (HEW) The Committee requested 
this lnformatlon for conslderatlon during the hearings sched- 
uled for May 8, 1973, on S. 1220--a bill to limit the author- 
lty of the Secretary of HEW to change social service regula- 
tions 

Our report presents lnformatlon on 

--the type of State social service programs financed with 
Federal funds, 

--which States account for most of the recent slgnlflcant 
increases in service expenditures, and 

--the impact proposed revlslons to Federal social service 
regulations might have on the States’ social service 
programs 

We revlewed social service expenditures and related op- 
erations in Loulslana, Mlsslsslppl, and Texas We also re- 
vlewed cost studies of social services for fiscal years 1971 
and 1972 made by a national public accounting firm under con- 
tract to SRS The flrm’s studies were made at selected loca- 
tions and the results were projected nationwide Time con- 
straints did not permit us to audit the contract study flnd- 
lngs or obtain formal comments from appropriate HEW or State 
offlclals on this report 
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BASIS FOR EXPENDITURE DATA 

Neither HEW nor most State accountlng and management In- 
formation systems furnish data needed to identify the cost of 
each type of social service provided to the viQrlous categories 
of beneficiaries--present, past, 
ents 

or potential welfare recipl- 

HEW, through SRS, contracted with Touche Ross G Co to 
develop cost lnformatlon on social services for fiscal years 
1971 and 1972 
cedures, 

Using sampling techniques and time study pro- 
Touche Ross developed national estimates of costs for 

types of services for fiscal year 1971 by statlstlcally pro- 
Jectlng Its analyses of cost lnformatlon gathered from 30 local 
welfare agencies. To develop national estimates for fiscal 
year 1972, the firm generally used cost lnformatlon from the 
10 States which had the largest increases in service expendl- 
tures from fiscal year 1971 to fiscal year 1972 

The Touche Ross data IS, to our knowledge, the only in- 
formatlon available which indicates natlonal costs of provld- 
1ng specific social services Although the Touche Ross flnd- 
lngs are relatively consistent with our flndlngs in Louisiana, 
Mlsslsslppl, and Texas, we have certain observations regarding 
the report which do not affect the overall flndlngs but could 
affect the speelflc cost proJectIons (See appendix ) 

MOST EXPENDITURES FOR 
CHILD-RELATED SERVICES 

Federal regulations In effect during fiscal years 1971 and 
1972 did not clearly define which services are eligible for 
Federal reimbursement or who can receive such services 1 States 
have received Federal matching funds for any services intended 
to assist present, past, or potential welfare recipients to 
achieve self-support or to malntaln or improve their living 
condltlons or family life 

Even though States have had conslderable latitude in de- 
termlnlng what services would be provided, most Federal and 

1 In February 1973 the Secretary of HEW proposed revisions to 
Federal regulations governing the social services programs 
These proposed regulations more clearly define the types of 
social services ellglble for Federal matching and who can re- 
ceive them See pp. 13 to 20 for a dlscusslon of the possible 
impact of the proposed regu?l.atlons on the States 
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State expenditures in fiscal years 1971 and 1972 were for child 
care and child-related services. This would be expected since 
about 80 percent of all welfare recipients receive assistance 
under the AId to Famllles with Dependent Children (AFDC) pro- 
gram 

Findings 

Most expenditures for social services in Louisiana, Mlssls- 
SlPPl, and Texas for fiscal years 1971 and 1972 were for services 
provided to AFDC recipients under provlslons of title IV-A and 
for child welfare services (CWS) provided under provlslons of 
title IV-B Services provided to reclplents under the adult 
welfare programs (aid to the aged, blind, and disabled) ac- 
counted for less than 19 percent of total services expenditures 
in Mlsslsslppl and Texas Loulslana did not have a services 
program for the adult categories Combined Federal and State 
expenditures for the three States are shown below 

Service expenditures 

Program 
by fiscal year 

1971 1972 

(thousands) (thousands) 

AFDC and CWS $30,817 98 8% $92,474 94 6% 
Adult 370 12 5,307 5 4 

$31,187 100 $97,781 100 

About 32 percent of fiscal year 1972 expenditures were 
for salaries of welfare department personnel and related ad- 
ministrative expenses These personnel serve as the link be- 
tween welfare reclplents and avallable services resources in 
the commune ty The three States do not allocate these costs 
to specific services or programs, Welfare department personnel 
who provide services directly to famllles under the AFDC pro- 
gram, for example, generally will attempt to assist In solving 
any family problem- - such as a need for family counseling, Job 
counseling or tralnlng and referral, nutrltlonal guidance, and 
money management Also the same service worker generally pro- 
vides services for family members receiving old age or dlsabll- 
lty benefits. In these States the service worker does not ac- 
count separately for time spent In each service or assistance 
program category. 

tion, 
Since Federal regulations do not require such cost alloca- 

most States 1 records do not furnish the type of data 
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. 

needed to identify program services cost by type of service or 
program Consequently, we were unable to identify the spe- 
cific services or programs to which these personnel devoted 
the maJorlty of their time Developing a usable method and 
preparing useful cost data of this type were the prime tasks 
undertaken by Touche Ross However, each State we visited 
provided, either directly or by contract, child day care, 
child protection, family planning, and employment services 

9 Touche Ross findings 

Touche Ross estimated that total Federal and State expendl- 
tures for social services in fiscal years 1971 and 1972 were 
primarily for AFDC or CWS as shown below . 

Program 

Estimated expenditures 
by fiscal year 

1971 1972 

(thousands) 

AFDC (title IV-A) $ 788,643 50% 
CWS (title IV-B) 596,812 38 
Adult (titles I, X, 

XIV, and XVI) 196,368 12 

$1,581,823 100 

-- - 

(thousands) 

$1,761,868 64% 
532,324 19 

476,827 17 

$2,771,019 100 

Touche Ross also estimated that over 60 percent of these 
expenditures were for child foster care, child care, and other 
child-related services The following table presents its es- 
trmates of the Federal and State amounts spent on specific 
services for each year 
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Expenditure category 

Child foster care 
Child care 
Other child-related 

services 
Work Incentive (WIN) 

and non-WIN employ- 
ment and tralnlng 

Homemaker and chore 
services 

Alcoholism and drug 
addlctlon 

Community adjustment 
and mental health/ 
retardation 

Remaining categories 
(note a) 

Estimated expenditures 
by fiscal year 

1971 1972 

(thousands) 

$ 611,656 
268,467 

186,259 

39% 
17 

12 

(thousands) 

$ 712,415 
432,884 

531,118 19 

129,217 8 242,917 

87,974 6 119,137 

13,914 1 162,693 

4,000 

280,336 

$1,581,823 

.2 175,517 6 

16 8 394,338 14 

100 - $2,771,019 100 - 

26% 
16 

aIncludes such services as general lnformatlon and referral, 
family planning, and adult protection 

SERVICES EXPENDITURES CONCENTRATED IN 
FEW STATES WITHOUT 
CORRESPONDING INCREASES IN SERVICES 

Federal expenditures for social services increased dra- 
matlcally--from $738 million in fiscal 1971 to $1 67 bllllon 
in fiscal 1972, 126 percent in 1 year In October 1972 the 
Congress-- 
of the 

to hold down the anticipated additional cost growth 
program-- enacted leglslatlon which placed a $2 5 bll- 

lion celling on the amount of Federal funds that could be 
spent on such services. 

Increases in expenditures from fiscal years 1971 to 1972 
were concentrated in relatively few States and generally were 
not used to provide more services or to provide existing serv- 
ices to more recipients. Rather most of the increases resulted 
from welfare agencies' claims, for the first time, of Federal 
matching funds for existing State-funded social services pro- 
grams operated by other State agencies (purchase-of-service 
agreements) 
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FIndings, increased expenditures 

The three States we visited showed marked differences in 
their increases in social services expenditures in flscaf year 
1972. The following table shows these differences 

State 

Louisiana 
Texas 
M~.slsslppl 

Federal and 
State 

expenditures 
Fiscal year 
1971 1972 - - Increase 

(millions) 

Percent 
of 

increase 

Percent of 
Increase 

accounted for 
by purchase- 

of-service 
agreements 
with other 

State agencies 

$12 4 $39.2 $26.8 216 83 
17 2 73.0 55.8 324 5 86 

1 56 2 34 0 8 50 0 

Loulslana and Texas substantially Increased their fiscal 
year 1972 expenditures prlmarlly through purchase-of-service 
agreements with other State agencies without correspondingly 
increasing the services provided The Mlss~sslppl welfare de- 
partment did not enter into purchase-of-service agreements 
with other State agencies, and expenditures increased at a 
rate substantially lower than the rates in Louisiana and Texas 

An analysis of Federal and State increases In Loulslana 
and Texas 1s shown in the following table 
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Category of increase 

Louisiana 
Purchased services from 

other State agencies 
Welfare agency personnel 

and admlnlstratlve 
costs 

Purchased services from 
private agencies 

Total 

I Federal funds 
U 

, Texas 
Purchased services from 

other State agencies 
Welfare agency personnel 

and admlnls tratlve 
costs 

Purchased services from 
private agencies 

Total 

Federal funds 

aRepresents fiscal year 1972 

Federal and State expenditures by fiscal year 
1971 ICI73 

Ia I A, Increase 
Amount Amount 

W 

U 
Amount zi 

P 

(millions) 

$ - 

10 5 

19 

84 6% 

15 4 

(millions) 

$22 1 

12 7 

4 4 

$12 4 

$ 9.2 

$ - 

13 9 

3 3 

$17 2 

$129 

100 

80 8 

19 2 

100 

$39 2 - 

$29 1 

32 5 

11 3 

100 

a$48 1 65 9 

17 7 24 2 

7 2 

$73 0 - 

$54 8 

9 9 

100 - 

56 2% $22 1 82 2% 

2 2 

2 5 

$26 8 

szoz 

8 4 

$48 1 

;8 

3 9 

86 2 

6 8 

7 0 

$55 8 - 

$41 9 

0 

(millions) E - w V 

fourth quarter only. Texas has submitted to HEW claims 
for addltlonal Federal funds of $92 mllllon for additional expenditures under 
purchase-of-service agreements for the first three quarters of fiscal year 1972 
HEW disallowed this claim In January 1973 
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Of the Federal and State expenditure of $22 mllllon re- 
ported by Louisiana in fiscal year 1972 as services purchased 
from other State agencies, HEW has disallowed $12 7 mldllon 
of the $16 6 mllllon Federal share on the basis that the 
services were not eligible for Federal matching. HEW has re- 
quested that the State repay the $12.7 mllllon to the Federal 
Government. As of April 1973 Louisiana had not repaid the 
money It retained the $16 6 mllllon in an interest-bearing 
account pending an answer from HEW regarding the State’s re- 
quest to be provided with the legal and regulatory basis for 
the disallowance. 

Louisiana has claimed and received Federal funds of only 
$362,000 for purchase of services from other State agencies 
for the first 6 months of fiscal year 1973 State welfare de- 
partment officials said, however, they expect claims for serv- 
ices provided under contract by other State agencies to in- 
crease substantially during the last half of the year Offl- 
clals of the Departments of Education and Hospitals, from 
which the welfare department will purchase substantial serv- 
ices, said that, although Federal funds received to date had 
not been used to expand services, they expected to expand 
their service programs in fiscal year 1974 

In Texas, most of the $34.6 mllllon In Federal matching 
funds for purchased services from other State agencies In fls- 
cal year 1972 were being used to defray State costs of operat- 
ing the welfare department in fiscal year 1972 During fiscal 
year 1973 Texas has used most of the additional fiscal year 
1973 Federal matching funds, about $39 mllllon, to meet operat- 
ing expenses, rather than to increase the number of services 
provided or the number of recipients receiving services 
Texas State welfare department officials advised us that as 
of September 1973 the department plans to use most additional 
Eederal funds received under purchase-of-service agreements 
with other State agencies to provide new services In fiscal 
year 1974 if the plan 1s approved by the current session of 
the State Legislature. 

Welfare department officials in Louisiana and Texas con- 
firmed that increases in agency personnel and administrative 
costs did not mean that the number of persons served and the 
number of services provided increased Rather, they attrlb- 
uted the increase to an overall increase In the cost of operat- 
ing and administering the social services program 

Welfare department officials in both States stated that 
the portion of the Increase In expenditures for purchase of 
services from private agencies did represent an expansion of 
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the social services programs Generally, these expenditures 
were for providing existing services to more recipients or 
for establlshlng new serulce programs. Time constraints did 
not permit us to determine the additional number of persons 
served by services purchased from private agencies. 

Touche Ross findings, expenditure increases 

Touche Ross estimated that Federal expenditures have in- 
creased primarily because State welfare agencies have pur- 
chased services from other State agencies Details of the 
increases In Federal and State expenditures for the AFDC and 
adult programs are shown below 

Category of 
increase 1971 

Estzmated expenditures 
_ by, fiscal year 

1972 

(millions) 

Purchased serv- 
ices from 
other State 
agencies $ 50.0 5% 

Welfare agency 
personnel and 
admlnlstratlve 
cost 718.2 73 

Purchased serv- 
ices from pri- 
vate agencies 216.8 22 

Total $985.0 100 

Federal funds $692 4 

(millions) 

$ 832 3 

966 6 

439 8 

$2,238 7 

$1,623 7 

37% 

43 

20 

100 

Increase 

(millions) 

$ 782.3 62% 

248 4 20 

223 0 

$1,253 7 

$ 9313 

18 

Touche Ross concluded that the services purchased from 
other State agencies, which accounted for 62 percent of the in- 
creased expenditures ) generally did not represent addltlonal 
services. Rather, it noted that most of these services prevl- 
ously had been fully State funded but that in fiscal year 1972 
they were claimed by States for the first time as social serv- 
ices eligible for Federal matching under provlslons of various 
titles of the Social Security Act. Touche Ross did not suggest 
that these expenditures were Improper, rather that It did not 
find any evidence that such expenditures had expanded the 
services program. 
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According to Touche Ross 

--The Increase In expenditures for personnel and admln- 
istrative costs, 20 percent of the total Increase, rep- 
resented only modest increases In social services staff- 
1ng 

--Between 50 and about 70 percent of the increases in per- 
sonnel and admlnlstratlve costs were due to (1) normal 
salary and admlnlstratlve cost increases and (2) changes 
in staffing arrangements which permitted increased Fed- 
eral reimbursements 

Touche Ross did not estimate the level of Increase In serv- 
ices represented by purchase-of-services agreements with private 
agencies However, It noted that not all increases In expendl- 
tures for child care under private contracts--$88 mllllon--can 
be consldered an expansion of services It noted that part of 
the increased costs In 1972 occurred because some States 
changed the basis for clalmlng Federal matching for child-care 
services Previously such States provided cash grants to re- 
clplents so they could obtain child-care services. 
are reimbursed at a rate of about 50 percent. 

Cash grants 
In fiscal year 

1972 the States began to purchase such services, maklng them 
eligible for 75 percent reimbursement. 

Touche Ross flndlngs, concentration of 
expenditure increases 

Touche Ross observed that 10 States accounted for 84 per- 
cent of the Increase In social services expenditures from fls- 
cal year 1971 to fiscal year 1972 New York accounted for 
over 54 percent of the natlonal Increase The following table 
shows Touche Ross estimates of the concentration of Increases 
in expenditures for the AFDC and adult programs. Child welfare 
expenditures remained relatively constant. 
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State 

Social service 
expenditures 

by fiscal year 
1971 1972 Increase 

(millions) 

$ 94.9 $ 770.1 $ 675 2 711% 

496 6 879.2 382 6 77 

States vested by Touche 
Ross 

New York 
California, Illinois) 

Texas, Pennsylvanla, 
Florlda, Mlchlgan, 
Wisconsin, Washlng- 
ton, and Georgia 
(9 States) 

States surveyed by Touche 
Ross (note a) 

New Jersey, Oregon, 
Massachusetts) 
Minnesota, Maryland, 
Ohlo, Colorado, North 
Carolina, Louisiana, 
and Virgin] a (10 
States) 205 5 312 4 106 9 52 

Other 34 States and Jurls- 
dictions (note b) 188 0 277 0 89 0 47 

Total $985 0 $2,238 7 $1,253 7 127 

States visited by Touche 
Ross (New York and next 
9 States) as a percent 
of total 60% 74% 84% 

aSurvey by questlonnalre and phone 

bBased on State data reported to HEW 

Touche Ross also observed that the concentration of ex- 
penditures was not closely related to the number of welfare 
recipients in each State Specifically, 10 States accounted 
for 74 percent of the fiscal year 1972 service expenditures 
but had only about 55 percent of the Nation’s public assistance 
recipients Moreover, New York, Callfornla, and Illlnols ac- 
counted for 55 percent of all service expenditures in fiscal 
year 1972 but only 32 percent of the Nation’s welfare reclpl- 
ents 
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Touche Ross findings on concentration of expenditure in- 
creases are more slgnlflcant considering that the malor reason 
for increases in fiscal year 1972 was purchase-of-services 
agreements with other State agencies which did not result 
in an expansion of services Touche Ross noted that 96 per- 
cent of the expenditures for services purchased from other 
State agencies were concentrated in 10 States These findings 
suggest that a few States have obtained slgnlflcant advantages 
by claiming ongoing services provided by State agencies as 
eligible for Federal social services matching funds 

UNCERTAINTY AS TO ACTUAL INCREASE 
IN FEDERAL EXPENDITURES 

The $1 67 billion Federal expenditure for social services 
in fiscal year 1972 1s based on total payments to the States 
for that period reported by SRS as of April 1973 The final 
amount of Federal expenditures for services during fiscal year 
1972 could change, however, because of States’ pending claims 
for additional Federal matching for certain services purchased 
by welfare departments from other State agencies 

The cited expenditure excludes some States’ claims for 
reimbursement for services purchased during the fourth quarter 
of fiscal year 1972 which HEW has disallowed It also in- 
cludes reimbursements of at least $12 7 mllllon to Loulslana 
for services HEW claims were lnellglble for Federal matching 
In addition, HEW has received, or expects to receive, claims 
from 15 States --totaling about $1 6 billion--for additional 
Federal matching for purchased services provided before April 
1973 Some of these services were provided during fiscal 
year 1972 

In December 1972, the Administrator, SRS, issued, in a 
memorandum to the SRS Regional Commlssloners, more precise 
guidelines for determining whether claims--retroactive, current, 
or prospective--were ellglble for Federal matching. The maJor 
provlslons of the guidelines specified that, for HEW to pay 
such claims, services must have been delivered 

--under an existing purchase arrangement with the State 
welfare department and 

--after the SRS-approved State plan had been placed in 
operation with respect to the expenditures 
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On April 20, 1973, an SRS official informally advised us that 

--the total amount of retroactive claims paid, if any, 
for purchased services 1s not readily determinable be- 
cause HEW 1s reviewing such claims and its records are 
not set up to isolate such data, 

--since the fourth quarter of fiscal year 1972, HEW has 
not knowingly paid such claims or has taken action to 
recover Federal matching funds already paid to States 
which) upon review, HEW decided were not spent for 
valid social services, 

--Minnesota and Idaho have instituted lltlgatlon to ob- 
tain Federal funds totaling $42 million and $1.3 mll- 
lion, respectively, as reimbursements for prior periods, 

--the fiscal year 1972 payments to the States are sub- 
ject to review and audit as to ellglblllty using the 
December 1972 statement as a deflnltlon or clarlflca- 
tion of some parts of the law and regulations, and 

--litigation is likely to eause considerable delay in 
determining aetual Federal expenditures for services 
provided in fiscal year 1972 

IMPACT OF PROPOSED FEDERAL REGULATIONS 
ON SERVICES PROGRAMS 

Background 

On February 16, 1973, the Secretary of HEW proposed re- 
visions to Federal regulations governing the social services 
programs The proposed regulations were designed to hold 
down the program’s growth by more clearly deflnlng the types 
of services eligible for Federal matching and who can receive 
them. SRS offlclals said HEW did not have reliable estimates 
on the possible impact of the proposed regulations in terms of 
who would be deprived of services or the amount of Federal 
matching funds States would lose The Secretary of HEW an- 
nounced the contents of the final regulations on April 26, 
1973 

HEW received 208,515 comments from individuals and orga- 
nizations on the proposed regulations We did not review all 
of these comments Rather our discussion on the possible lm- 
pact of the proposed regulations on State social services 
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programs 1s based on our analysis of certain States’ comments1 
and on our work in LouIslana and Texas. We did not have time 
to obtain data on the impact of M~sslsslpp~‘s program nor did 
we verify the States’ estimates of the possible Impact of the 
proposed regulations as stated in their comments to HEW 

On the basis of comments received, HEW has revised cer- 
tain aspects of the proposed regulations We did not have 
time to assess the impact of the final regulations 

MaJor proposed changes to services programs 

The proposed regulations affect several critical aspects 
of the social services programs Mayor changes appear to in- 
volve (1) llmltatlons on the extent to which past and poten- 
tial welfare recipients will be ellglble for services, (2) no 
longer allowlng donated private funds to be considered as 
part of the States’ matching cost, (3) llmltatlons on the 
types of services that qualify for Federal matching, such as 
day care and mental health care, and (4) restrictions on the 
extent to which State welfare departments can purchase serv- 
ices from other State agencies 

Revised ellglblllty requirements for 
former and potential reclplents 

Current regulations permit Federal matching for social 
services provided to past and potential welfare recipients 
“Past recipients” are defined as those persons who received 
welfare payments at any time during the past 2 years “Poten- 
tial recipients” are defined as those persons who might re- 
ceive welfare payments at any time during the next 5 years 
The proposed regulations restrict the time periods for which 
such persons can be classified as past or potential recap- 
lents Specifically, the proposed regulations provide that 

--The time period for considering a past recipient ell- 
gable for services 1s reduced from 2 years to 3 months 

1 We were able to locate replies to HEW from only 21 States. 
Eleven of these partially quantified the possible impact that 
proposed regulations could have on the number of persons ell- 
gable for services and the amount of Federal funds they ~1.11 
receive Ten others commented on the possible impact In gen- 
eral terms only 

- 14 - 



B-164031(3) 

--The time period for conslderlng a potential welfare 
recipient eligible 1s reduced from 5 years to 6 months. 
Moreover s his income cannot exceed 133-l/3 percent of 
a State’s assistance payment level 

State welfare departments’ estimates of impact 

The potential results of these restrictions are obvious. 
Three States--which account for $420 mllllon of the $2 5 bll- 
lion in Federal matching funds that could be made available 
to States in fiscal year 1973--quantified the possible impact 
of this proposal They commented that restricted ellglblllty 
requirements would reduce the number of persons who would re- 
ceive social services and consequently the States’ share of 
Federal matching funds. . 

The three States estimated that about 137,000 persons 
will be deprived of services and that they would lose Federal 
funds of about $76.5 mllllon. We noted, however, that at 
least two States double-counted persons who would no longer 
be eligible for services This could occur where a recipient 
was receiving more than one social service, such as homemaker 
services and day-care services, but, due to revised ellglbll- 
ity requirements) 
of these services. 

the recipient would no longer receive either 

In addition, six States commented that services provided 
and recipients served would be reduced 

Applying the 133-l/3-percent llmltatlon to all States’ 
payment levels, we determined that 19 States had such low as- 
sistance payment levels that no persons would be eligible for 
services as potential welfare recipients 

Impact on two States that we visited 

Louisiana 

Welfare department offlclals said they were unable to 
provide a breakdown of those persons receiving services into 
categories of either current, past, or potential welfare re- 
cipients They estimated, however, that almost all persons 
receiving services provided directly by the welfare department 
were current welfare recipients. 

State data on recipients in selected, contracted day-care 
programs In April 1973 showed that about 50 percent of the 
246 participants were potential welfare recipients. Because 
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of time constraints we did not determine how many of these 
potential reclplents would not be ellglble for such services 
under the proposed regulations 

In July 1972, the largest AFDC amount paid (payment 
level) to a family of four In Loulslana was $108 a month. A 
family of four earning more than $144 a month would not qual- 
ify for services as a “potential” welfare family if the pro- 
posed 133-l/3 llmltatlon were applied However, under Louls- 
lana’s estimate of need, the payment standard of $193 a month, 
they would be eligible for welfare payments Therefore, 
Louislana famllles earning more than the assistance payment 
level but less than the State standard would not be eligible 
for social services as “potentials” but could apply for wel- 
fare payments as current recipients Also, a family of four 
would not qualify for services under any category if the mem- 
bers earned as little as $1 more than the $193 State standard 

Texas 

Welfare department offlclals could not furnish a precise 
breakdown of persons receiving services into categories of 
current, former, or past recipients However, February 1973 
welfare department data on services provided by the welfare 
department or by private or some other public agencies showed 
the following 

Services provided by 
welfare department 

AFDC (famllles) 
Adult 

Reclplents 
Total 

current, 
former, 

and Former and 
potential potential 

44,086 1,659 4% 
23,693 2,325 10 

Services provided by 
other agencies 

Private agencies 18,153 
Public agencies (note a) 98,885 

aEstimate for all of fiscal year 1973 

8,268 46 
39,520 40 

Texas largest AFDC grant paid to a family of four in July 
1972 was $148. A family of four earning more than $197 a 
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month would be lnellglble for services as a “potential” wel- 
fare case if the proposed 133-l/3-percent llmltatlon were 
plied The assistance payment standard In Texas 1s $197 a 

ap- 

month Therefore, famllles In Texas earning as little as 
$1 more than the State standard would not be ellglble for so- 
cial services. 

Final regulations 

On April 26, 1973, the Secretary of HEW announced that 
the income level of ellglblllty for potentlaP persons eligible 
for AFDC will be 150 percent of the State’s flnanclal asslst- 
ante payment stan?lard. With respect to ellglblllty for 
care, the final regulations authorize use of a State fee 
schedule for families with Incomes above the 150-percent level 
but not in excess of 233-l/3 percent of the State’s fananclal 
assistance payment standard 

The income limit for potential applicants for financial 
assistance under the Adult programs has been raised to 150 
percent of the combined total of the Supplementary Security 
Income benefit level provided for under tatle XVI of the So- 
cial Security Act (as amended by Public Law 92-603) and the 
State’s Supplementary benefit level (if any) 

Prohlbltlon of Federal matching 
for donated private funds 

Current regulations permit States to Include donated 
private funds for services as part of the State’s cost for 
determining the amount of Federal matching funds The pro- 
posed regulations speclflcally prohlblt including donated 
private funds or In-kind contrlbutlons when determining the 
State’s costs for services when clalmlng Federal relmburse- 
ment 

State welfare agencies’ estimate of Impact 

posal 
Three States quantlfylng the possible Impact of the pro- 

on their programs estimated that about 40,000 persons 
would be deprived of services and that they would lose about 
$18 mllllon In Federal matching funds 

Impact on two States we vlslted 

Louisiana 

Louisiana estimated that donated funds of about $5 mil- 
lion would not be considered part of the State’s social serv- 
ices costs and, as a result, that the following number of 
persons would be deprived of services in fiscal year 1974 
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Type of service 
Deprived 
persons 

Day care 
Family planning 
Delinquency prevention 

2,580 
16,800 

660 

Total 20,040 

Texas 

In its letter to HEW objecting to the proposed regula- 
tlons, Texas estimated that about 32,000 persons would be de- 
prived of services by elmmatlon of contracts with 42 
providers of services who use private funds The maJor serv- 
ices affected and the estimated number possibly deprived of 
services are as follows 

Type of service 

Mental health 
Family planning 
Day care 

Total 

Deprived 
persons 

12,234 
9,422 
3,879 

25,535 

Final regulations 

On April 26, 1973, the Secretary of HEW announced that 
HEW will permit the continued matching of donated private 
funds 

Limitation on types of services 
eligible for Federal matching 

Current regulations permit the States to clam a wide 
range of services as eligible for Federal matching The pro- 
posed regulations specify certain services that States must 
provide These are foster care, family planning, and protec- 
tive services for AFDC recipients and at least one service, 
such as homemaker services, to adult recipients The States 
can also provide and receive Federal matching for specific 
services such as child-care, homemaker, and health-related 
activities, Only the services m these categories are ell- 
gable for Federal matching. To mmlmlze the chance of States” 
mlsunderstandlng what actlvltles are eligible for Federal 
matching, the proposed regulations define each of the ellglble 
services more clearly than do current regulations 
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State welfare agencies’ estimate of Impact 

The effect of these proposed changes varied slgnlflcantly 
from State to State. Based on our analysis of State replies 
to HEW, the maJor impact of the proposed change In terms of 
reduced reclplents and Federal dollars will occur in the fol- 
lowlng services (1) day care, (2) foster care, (3) protec- 
tion, (4) mental health and mental retardation, and (5) alco- 
holism and drug addlctlon 

For example, day-care services for mothers on welfare 
will be limited to care for purposes of enabling her to par- 
tlclpate In employment, training, or needed services The 
cost of day care provided by reason of the mother’s absence, 
illness, 
matching 

or dlsablllty will no longer be eligible for Federal 

Five States quantified the possible impact of this pro- 
posal on their programs They estimated that about 250,000 
persons would be deprived of services and that the States 
would lose Federal matching funds of about $108 mllllon 

Impact on two States we vlslted 

The proposed regulations will eliminate the States’ 
ablllty (under current regulations) to claim child welfare 
service staff costs (title IV-B) under the AFDC program 
(title IV-A) If 85 percent of the children served by such 
services are AFDC recipients As a result of this change, 
Loulslana estimated that It will lose Federal funds of about 
$2 8 mllllon Texas estimated that it will lose Federal funds 
of about $6 mllllon The States will have to make up this 
loss with their own funds If they continue to provide certain 
child welfare services 

The proposed regulations limit day-care services to 
children of parents who are working, training for work, or 
receiving needed services Louisiana welfare offlclals were 
unable to say precisely how many children were recelvlng day 
care because their parents were In training or working How- 
ever, of the 3,200 children receiving day-care services In 
September 1972 through purchase-of-service agreements, the 
parents or caretakers of 40 percent (1,300) were not training 
or working or recelvlng needed services These children will 
not be eligible for day-care services If the proposed regula- 
tions are approved Most of the 5,408 children receiving day 
care In Texas under the contracted services program are re- 
celvlng the service because their parents or caretakers were 
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employed or training Therefore, these children will continue 
to be eligible to receive these services under the proposed 
revisions. 

FInal regulations 

On April 26, 1973, the Secretary of HEW announced that 
the final regulations will not change the speclflc services 
that States must provide to AFDC and Adult recipients The 
optional services States can provide to AFDC reclplents are 
day care for children, education, 
non-WIN), 

certain employment services 

ment, 
health-related services, homemaker, home manage- 

and other functional educational services, housing lm- 
provement services, and legal and transportation services 

The definition of day-care services for children was re- 
vised so Federal matching will be avallable to enable the 
caretaker relatives to partlclpate in employment or tralnlng, 
or because of the death, continued absence from the home, or 
incapacity of the child’s mother and the lnablllty of any 
member of such a child’s family to provide adequate and nec- 
essary care and supervision for such child 
be provided, when appropriate, 

Day care may also 

mentally retarded 
for eligible children who are 

Restriction on purchase-of-service contracts 

The proposed regulations will restrict the extent to 
which State welfare departments can purchase services from 
other State agencies Purchase of services will be allowed 
only if new services are provided or if more recipients will 
be provided exlstlng services This change will preclude wel- 
fare departments in all States--1ncludlng Louisiana, Mlssls- 
SlPPl, and Texas - - from purchasing from other State agencies 
services previously financed entirely with State funds when 
such action did not result in an actual increase in services 
or in recipients eligible to receive them 

State welfare agency estimates 
of impact 

Only one State quantlfled the possible Impact of this 
proposed change. This State estimated that it would lose 
about $7.8 mllllon in Federal matching funds. We were unable 
to determlne the amount of Federal matching funds that Loul- 
siana, Mlsslsslppl, and Texas will lose as a result of this 
proposal 
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Final regulations 

On April 26, 1973, the Secretary of HEW announced that 
the final regulations ~111 allow purchase of services from 
other State agencies only if new services are provided or if 
more recipients will be provided exlstlng services Federal 
flnanclal partlclpatlon in the new purchases after March 1973 
will be available only for services beyond those represented 
by fiscal year 1972 expenditures of the provider agency This 
requirement ~111 be phased out gradually and will be ellml- 
nated as of July 1, 1976 

We trust this report will assist the Committee during 
its hearings on the social services programs We do not plan 
to distribute this report further unless you agree or publicly 
announce Its contents. 

Sincerely yours, 

Comptroller General 
of the United States 
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a 

EVALUATION OF COST ESTIMATION METHODOLOGY 

USED BY TOUCHi ROSS 6 

Our review of the Touche Ross methodology usld to allo- 
cate national social services costs by service classlflcatlon 
consisted only of an evaluation of the lnformatlon contained 
In the reports submitted by Touche Ross to SRS We did not 
(1) review the supporting documentation for figures contalned 
In the report, (2) make Independent tests to verify lnforma- 
tlon ContaIned in the To&he Ross report, or (3) discuss our 
flrrdlngs with Touche Ross representatives. 

Its representatives concluded that their methodology 
yielded reasonable approxlmatlons of natlonal social service 
expenditures. However, because of the problems discussed be- 
low, we are unable to state posltavely that the data reported 
by Touche Ross 1s truly representative of national social 
service expenditure patterns. 3 

1 Touche Ross appears to have relied heavily on SRS com- 
pllatlons of costs reported on State claims reports 
(Form OA 41 7) However, Its study indicated that 
these reports might not be reliable since it found 
about $78 mllllon on unreported costs for the adult 
and AFDC services programs at the 30 sl’tes which 
formed the basis for natlonal proJectlons This rep- 
resented about 20 percent of the costs of these pro- 
grams at the 30 sites If this proportion on unre- 
ported costs prevailed nationwide, total national 
costs for the various social services categories would 
be understated if computed on the basis of State re- 
ports submitted to SRS 

2 The Touche Ross report states that the 30 sites se- 
lected for survey were not statlstlcally representa- 
tive of social services agencies across the country 
and that, therefore, measures of the rellablllty of 
its proJections are not available The report Indl- 
cates that the sites vlslted exceed the national 
averages for both social services expenditures per 
public assistance recipient and expenditures per 
capita and explained these differences as follows 

“The social service needs of recipients were 
probably more pronounced in urban areas and 
the sites studied, and thus the higher expendl- 
ture levels could have indicated corresponding 
commitments to meet these needs 
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“The sites had gleater ability to fund service 
programs from state and local sources since 
the underlying wealth of their population as 
measured by higher per capita income was 
greater than the rest of the country. 

“Many of the sites had strong local traditions 
which emphasized the provlslon of social serv- 
ices ” 

These sites appear to be representative of the larger 
and more developed social service agencies and, con- 
sequently , the relatlonshlps existing in these sites 
may not be nationally typical because of economies ot 
scale, specialization, and other attributes of large 
organizations 

Touche Ross applied the allocation percentages deter- 
mined in its time study 1 to the expenditures of the 
last quarter of fiscal year 1971 and projected the re- 
sults to the entire fiscal year The report does not 
indicate whether the expenditures of this quarter are 
typical of the entlre fiscal year and, if not, whether 
appropriate adJustments were made 

1 The time study technique 1s an acceptable method for estlmat- 
lng workload dlstrlbutlons. It usually results in a reason- 
ably representative estimate of how workers allocate their 
time among various activities 

2 




